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licenses. The time it will take for digital consumer devices to reach significant
penetration, however, is a major lD'lknown.

Is .''VIr. Safire's estimate ofa potential value ofS500 billion a plausible one, given the
auction process that would be phased in aver a number ofyears?

In his March 16, 1995 New York Una essay, William Satire said '"Based
only on current uses, which are primitive, the market value of the VHF, UHF,
cellular, broadband and narrowband spectrum ranges around $120 billion"
Satire also noted that in the future, the tS:S of the txnadcast spectrum will
expand, as will its value, "I've seen not-for-attribution estimates that the
market value of the digitized spectrum in that onrushing era will be - hold
your breath - a half-trillion dollars, give or take a hundred billion."

The estimates the FCC 1m~ are conservative, and bIsed on what is
true in the broadcast market today, both in terms of services and market forces.
It is highly unlikely that the capital markets can or will'put forth a half-trillion
dollars on what are now speculative services with equally speculative demand.
It is worth noting, however, that early estimates of dermnd in the cellular
market were very conservative, with projectioos of under 1 million subsaibers
by the year 2000. The CUlTCI1t subsaibcrship level 1m grown to over 25
million. The value per pop ... also risen dramatically, from $lOin Apri4
1984 to $242 in January, 1995. There is no reason to believe that the new
services offered using digital broadcast tedmology will not do as well as or
better than this.

Therefore, while we believe a public auetioo held today would not reach the
$500 billion estimate, it is palSibie that private market valuations in the future
might lead to figures closer to Mr. Satire's estimare.

What potentiQJ doa utilizatiotl ofthe spectrum this additionallWlY have for
develOfJl*lrl cfIIIW tI!drnoIogies and industries and new employment compared to
utilizatiolt",. spectrumfar television services?

fstjn ,.. job aatiat from ha'etofcn undeveloped services and technologies
is a tB tt. is noe difficult than predicting the value of spectrum. Although
we cannot make estimates of job or industtial growth with any degree of
certainty, the Cormnission does fully support the adoptim of policies that
encourage the aeation of new services and jobs through dltlepaellcurship,

expansion of scMces and~tiw
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Question "I1Irw

The pending legislation would permit the additional television use of the spectrum with
no recovery to the government. but does appear to allow the taxpayers to recover
some type ofannual fee or rent based on what the FCC estimates might be its
estimated market value to the extent the spectrum is allocated by broadcasters for
supplemental non-television services. Aren't there serious problems in the ability of
the government to recover such a fee ifonly estimates ofvalue can be mode and no
actual market auction or other actual market distribution system is created? What is
the best way to ensure that the taxpayers receive the fuJI value of the speCtnlm?

The best thing for the eoonomy, and thc:refore for taxpayers, is to recapture the
NTSC spectnm1 by a rapid and sure transition and permit broadasting to move
to a digital broadcast standard.

Spectnm1 is a critical and valuable natLn1 resource owned by the public.
While the revenue that was collected from the PeS auCtions was an important
benefit for taxpayers, the most~ benefit was that the spectrum was
assigned to those who deImnstritted their willingness to invest in utilizing this
scarce resource. The result of this efficient market-bascd spectrum assisnmcnt
approach is that tens of billions of dollars of additional investment will be
made and close to a millioo jobs will be aeated as the PeS operators provide
competitioo in land-line and cellular telephony, lowering prices and increasing
quality of service.

Moving the broadast industry to digitallIausmission ~ quickly as possible is
critical to our eoonomy becallee it not only will allow~ broadast industry to
offer improved services to consumers, but becalwse it will allow us to free up
large aroounts of contilJl.lO'B nationwide spectrum that can spur additional jobs,
investmeut, con~tioo mel auction revenue. 8ecaJwse the NTSC analog
browIcw SCIDBd Ed the television n:c.eivers that receive this analog signal
WIle _pi ova' SO years ago, a significant amount of spectrum is wasted
8N k t is today have over 400 MHz assigned to them, but ba:allsc of
tiM' ICe mel rIBket forces, 00 average only 80 MHz is used per market.
In 1be 10p IIBbIs, aroond 120 MHz is used. Digital broadcasting will allow
much noe efficient and intmsive use of this specttum. Digital stations can be
slotted in between the existing NrSC _ons with minimal interference during
a transition period that would allow for the development of the services
desaibed above. These digital broadcast slots would be of limited value for
other users becuJSe they are not cooti~ thcle would be no coounon
nationwide channels, and their use would be restricted by the need to avoid
interference with NTSC analog television sets. When the transition to digital is
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completed. however, and the analog NTSC stations are turned off: we will be
able to recover significant artlOlD'lts of contiguous. conunon channel spectrum
nationwide. If repacking is required (something many broadcasters object to,
but \\'ruch is necessary to create the maximum amount of contiguous spectrum)
around 150 MHZ of prime spectrum may be recaptured The exact aI11OlU1t will
be determined by power, interference, and transmitter location roles. This
spectrum can be auctioned off to create a new generation of wireless services
with all the attendant investment, job creation and competition that results from
efficient spectrum use.

Therefore, speeding the transition to digital television~g is in the
public interest Ix-at~ it will free up a significant annI1t of spectrum and
create a whole new gtneIation of bfredrac;t and other services.

In speeding this transition to the digital age a major policy goal must be to
ensure that COI'1SUIJleI' exp:nse and dislocation is~ There are over 34
million television how;cholck that rely on over-the-air signals for their
television service. lbese how;cholck must either buy a digital television or a
converter box or transition to one of the other video-to-thc-home providers
such as cable, DBS, video dial tone, MMDS, or LMDS. The Commission's
current plan is to allow for a 1S ys t:rmsition before analog stations would be
required to cease tralJsmission. It would be in everyone's best interest to
identify ways to speed this transition and the ConDnission currently is
evaluating options to achieve this goal.

The second issue that must be addressed • pm of the transitim to digital
broadcasting is what constitutes 1iir tMfhOl for~ who are
operating today's analog stations. The VMt majority of these broadcasters
bought their stations and the ri,- to \lie the spednIID in pivate transactions
where they paid 1iir nBk&t value. They booght these stations with an
expc'A1_w:y of renewal md ttn.B it would seem unfair to _ them to shut down
their ...._ms at some future dE without providing them some form of
"a • Om." The Commission's CUI'l"ed plan is to"~" them with
the • 2am fir the digitalliccnse. Some have asked, however, if this
CCtLL4 J. tim stwld be rmnetary or in-kind with some other spectrum grant

Pending Senate legisbtion lKkkesses these questions by providing each
broadcaster a digital bfredrac;t Iiccnse and a*ing them to pay a fee t.ed m
the percent of time they offer suhsaiption services. You are correct that there
are serious problems with this proposal. Any proposal that relies on a fee tied
to use has all the theoretical and administrative drawbecks of a~on
tax. It distorts use and stifles~m and it requires the FCC to be

8J



The Honorable Joseph I. Lieberman
Page 12

highly active in constantly monitoring, allocating and auditing the relative uses
of specttum. This additional oversight would require inaeased resources at the
FCC and nul the risk of micromanaging a new in<hJstry. These problems are
significantly reduced by ~ing a flat spectrum fee but even this proposal. as
you point out forces the FCC to determine the appiOpriate fees for spectrum
without having an appropriate market valuation.

There are many options for addressing these issues and the way in which the
transition from NTSC to A'IV is ~lished, each of which seeks to meet
different policy objectives. Some of these options are within the Commission's
statutory authority, but others are not. The Commission welcomes the
opportunity and flexibility to explore these options fully and to find a solution
that maximizes public and private benefit.

Question Four

As we understand it, broack'osters' legal rights to the spectrum are limited to licenses
for analog broodcast ofover-the-airfree television services on the portion ofthe
spectrum they are allocated in the license and actually utilize. Do broodcarters have
a1'9' legal rights to use ofthe spectrum beyond the limits in their CUI'mII licenses? Do
they have rights to offer services other than the over-the-airfree television services
allowed in their licenses, such as the supplemental services discussed in question 2?

Television~ are licensed to povide analog over-the-air television
service on their licensed spectrum, but this service need not be "~."
LiCCl1SClCS may povide analog television service on a subsaiption basis,
provided that they utili2e FCC-anxoved maxting equipment and notify the
FCC at least 30 days in advmce of theamt~ of subsaiption service.
Television broadcasbn IDlY offer additiaJal services on the vertical blanking
interval (VBI) in the video pmion of their NTSC signal Dl on aLn1
subca'ria's in the audio portion of their NTSC si.-I. Examples of such
scm. ill the VBI include telerext, paging, aLn1 IJ1eSSBFS, closed captioning,
... • riling and bulk data distributim.

Tdevilioa btl....... licalsccs may also make use of subcan'icrs in the aural
portion of the signal. See 47 USC Sees. 73.665, 73.667, and 73.669.
Licensees may use subalrriers for stereo sound, ttalSlDission of signals relating
to the opeIation of 'IV sucions ('-I- relaying broUt'ast n-=riaIs to othc:r
stations), transmission of pil~ or cmtrol sianaJs to enIw1ce the station's
program service (c.a., receiver conttol, program alerting or identification), or
subsidiary communications services such M functiooallDJSic (~ background
music in elevators), foreign~ propm, radio reading services, utility
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load.~ financial data, paging, and point-to-point or point-to
multtpotnt messages.

\\lith the NTSC standard, there is not much capacity left for ancillary services
to be provided. With the advent of a digital standard, broadcasters will be
much better able to use the spectrum in an efficient roamer and develop
ancillary services to a greater degree.

Question Five

Are broadcasters able to provide both an analog and digitoJ signal on their currenI
spectrum?

Television broadcasters are currently not permitted to provide a digital video
signal. They provide an analog video sipl1, but may provide certain digital
services on the VBI or aural subcarriers. Even if they were permitted to
broadcast digital "in band" with analog, the cum:nt techitOlogy only supports
less than 1 Mbps, with 1-2 Mbps perhaps possible. As a point ofref~
this capacity is sufficient for only one poor resolution video program.

To what extent have the broadcasters mode, or will they make, investments to develop
digital television?

The broadcast nctworics are currently funding the Advanced Television Test
Center where work on a Digital High Definition Televisioo standard is
underway. They have COOIritued about 514 million in addition to equipment
and personnel to this effort. As COOIribWx'S to the Adviscxy Conuniuee on
Advanced Television Service,~ have been IBt of a maJor effort
involving over one thouB1d people conducting research and advising the
Commission on the technical and public policy issues conccming advanced
televisMn

aUI ' have been using~ digital mxrding for years
and _ 8 millioos on axl4Xessed digital editing equipment CIi they
ina uppde existing equipment from analog to digital both to take
advanIaF of the hip quality of digital equipment and to prepare for a new
advanced television standIm

What additional costs could the broadt:asters expect to make to untiertaJal digitoJ
broadcasting?

The 1992 Adviscxy Cormniuee on Advanced Television Service (ACATS)

(jJ
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esti.mIRs of the costs of conversion from analog to a HD1V digital signal are
between 51.3 to 51.6 million per station for a "stan-up" station (no HD1V or
digital local origination capabilities· just pass through of HOT\' or digital
signals and conversion of analog to digital). The Advisory Cormnittee has
estimated the cost of a transitional studio (allowing some origination of digital
HDTV) at approximately $2.2 million per station. It is relevant to note that the
cost of simply upgrading from analog to digital, forgoing the High Definition
capabilities, is estimated at only $260,000 less than the full HD1V conversion.
due to the fact that much of the equipma1t, including transmitters, transmission
line and antennae, are the same for both standard definition digital and high
definition television. There are currently 1,527 COIIIl1XICial and non
colnmelcial television stations for an tstim-ed il1dIsry total of 51.99 to 52.44
billion for pass-through facilities or $3.36 billion for transitional studios. This
nwnber would be higher for a CClIq)lete conversion of all studio call1l:nB and
equipment, although we do ID have e¢imates of those oosts at this time.
Since these expenses would be incurred over time across the transition., much
of these expenditures would be incurred through normal studio and equipment
upgrades. As mcmioned earlier, many statioos, especially those owned by
netWorks and large group owners, have already begun to incur these~ 8S

part of their routine upgrade and replacement schedules. Further, if stations
are subject to simulcasting~ they will also incur the costs of
powering and maintaining two sets of equipment for some period of time.

Will the current and additional 6 MHz expect«J to be al/oeoted to the bmodrosters be
permanent or for a limited time period to allowfor the transition to advanced digital
television? If the allocaJion isfor a limited time period. what time period is being
considered and why?

The key~ ofp-oviding aD efficient and effective conversion to
Aduw '" Televisim is therec~ of the current NTSC spectrum,
.... , I, by pbnUna for recovery of contiguous coast-to-co8St blocks. As
JXCNI b mad, this IIUIt be dooe in a way thal~ both consumer and
brte'r 2 inwst,.at in analog 1V to the fullest extent possible. The current
propouI requires broU:asters to SWICllder the 6 MHz ofNTSC spectrum they
currently occupy at the end of a 15 ys ttmsition period, leaving them with a
6 MHz A1V channel. The trmsition period will beain on the later of the date
an HD1V standard is set or the dare an allotment of spectrum for licenses is
adopted. The 15 year time frame W2B chlsen in erda' to preserve consumer
investment in CUITCnt analog equipm::nl (the average life of a television today
is approximately 10 years), to give consumers a reasonable amount of time to
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upgrade, and to ~low broadcasters sufficient time to raise the capital necessary
for a full conVersIon to digital HDlV. The Conunission plans to seek
comment on 'Whether, given rapid advancement in technologies, the transition
period should be shortened.

Some intereSted parties in the Commission's AlV proceeding have questioned
whether the U.S. Suprene Court's decision in Asbtp;krt Radio Csxp. Y, KC.,
326 U.S. 327 (1945), would permit the Conunission to assign an additional 6
MHz channel (to be used for advanced television) to each existing television
broadcaster,S In their view, additional broadcast spectrum should be made
available for application by any interested pmty.

After the transition time period elopses, will the spectrum be subject to auction?

The recovered spectrum should be auetiooed.
.'

SIn Ash!p;kC[; the Col'I't held~ the Conunission may not grant one of two bona fide
mutually exclusive applications without a hcaing on the merits ofboth applications. The courts
have not squarely~ whether this holding limits the Commission, in determining
eligibility requirements in the context of a spectrum allocation proceeding, from restricting
eligibility to a defined class. The Commission is cum:ntly studying this issue.
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